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The Recent Pattern of ConSumptiim

CDNEUMER buying reached e peak rate in the thwd
nertar of 1953, nnd has since declined only stightly in total.
he comparative strength of consumer purchasing hos been

a suatpimng morket factor, but variations among commedity
and serviee purchnsing have had important conseruences on
business snles aod on employment and income. NIUMLErs
telke nenrly two-thirds of the totol output of geods and serv-
jees, and the intensity of their demand i3 on important in-
fluence on the course of total businesa activity.

Trom the point of view of busibess fivms, mojor interest
centers in the volume nnd shifts in consumer purchases by
lines. Trom the point of view of genern! business analysis,
intoreat focuses on the trend of purchasing power and its
nse. This article s concerned with analyses bearing on
hoth aspecta. -

Recent purchases of goods

The developments in consumer demnand ir the past yesr
may be charnsterizad by: (1) o leveling off in total consuinp-
tion expenditures not far from the high renched in the lotter
part of 1953 ofter a period of sustained sdvance; and (2) o
ghift in purchases among mgjor types of ponde 2nd services,

Total personal consumption expenditures for goods and
services reached an annunl rede of $231 billion in the thied
?uartur of 1953, A smsll drop of 51 billion oceurred in the

ourth quarter, and preliminory indicntions are that this
rtz was maintainad in the first quorter of 1954, Purchnsing
power, as mensured by personol disposable income, also
showed little chnngs after the third quarter of last year.
The cut in personnl mcome tax rates whinh went into affect
on Janvary 1, 1944, contributed to the maintensnce of this

A er which so far in 1354 iz higher than & yenr ago,
though off alightly from the mid-1%53 high point.

_Mixed trends in the pattern of buying within a compars.
tively stoble total have bad important effacts on total
modustion and employment.  The following tabla shows
the changes in major categories of consumer purcheses from
the firet quarter 1053 #0 the firet quarter 1954, computed
from preliminary estimates of recent buying.

the third quarter of 1953 to the first querter of 1954,
consumat buying of goods dropped about 2 pereent.’ This
was icl]:artl:,r offset by o rize in oxponditures for services, of
which shout balf is accounted for by the increase in housing,
The decline in the purchases of durable goods was quite pro-
hounced, amounting to about 7 percent during this period,
moet of which ocourred jn passenger automobiles and parts.
In contrast, purchases of nondurables declined vary littls.
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The divergence in the movement of goods and services had
an important impact, sinco & given change in expenditures
for services hag o nmsch smaller effect on employment ond
Erﬂdunﬁm than an equal chnage in purchazes of goods. This

ifferentinl affect pardly sccounts for the more noundced
declines in the consumer goods induséries than is apparent
frem tho smoll decline in totol consumption. The appreci-
ahle drop in goods purchased resulted in unfavorable inven-
tory-sales ratios in many lines and the industries affected
curtniled theix purchoses of matonals and reduced production
in oo nttempt to eurtail stocks.

Table Je—Inhcome and Conmumpiion, Solecred Poriods
|BRlone of dellars, pesosnaliy nibiested sl onons] mtes]

Change— Aot
qemrier 185
wee | w3 [ Trom:
13 hLia
[ I IIr I T

Ex|aprosabbe Imeamo._. ... _. TALT | M54 el L -3
Tful personel sonen ot hon oxpaniddaned Y| T m.a 2 i3
Ls [T T [E— S W3 1RL4 ] 1T -3 5
Errobloa L. oaom MOl A M4 -2 a
Auing parts. - wp 124 13.3 —2 F
Mandorablos. .\ .onem J Hre] 1ELx] 1.3 -1 r
wolothing ekl shiomt Bmo| W) [ -1 '}
T T [ TE| T3] M4 2 n
) LA PRI - - 1N - - - a2 4

Bourry: U, 8. Depactment of Oommaree, Qilico of Tusitins BEcomnadow

Froduction was affected move by the decline in Federal

verpment purchases and by the lowered business purchas-
ing to ndjust inventories than by the chu.nﬁ in consumer
buying. ]Mu.uy firms built up inventorica to the point whers
in mid-19563, with o general er of demand pressures in
the economy, they appeseed high n relotion to curreat and
paticipated demond. Manufachuing and trade stocks were
reduced primarily in the durable goods sectors, slthough
some liguidation sleo cecurred in nondursble iim}s even
though hera inventory-snles ralios ware not porticularly

high.
Personal saving maintained
The recent. parallal movement batwesn personal eonenrp-

tion and incoms has been wecompanied by the mointenaace
of the volume of personal snving at nbout the rats of the

preceding 3 yoars, In this period, the ratio of pérsonal
saving to disposable pemsonal income has been higher than
stwar years and of the prewsr

the nverage of the enrlier
BITE. C%rmpunﬂingly, e ratio of spending to incoma
Eﬂﬁ been lower. : :
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6 BURVEY OF CURRENT BUSINESS

In 1958, consumer_expenditures comprised 93 percent of
dispoasble ingome, The ratio was feirly steady throupghout
the qusrters of that year ind preliminary indieations sre
that 1t wea roughly the same in the first quarter of 1954
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Consumer Expenditures and Income

Consumer expenditures have poralleletd
disposable incoma in the past thres years
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In the past year durables hove declined
while services hove risen

*iran S UM ke LT L

SERINGES

\___,...—-"'"""_-

PRI R L] e

/ SURABLE ohops
__JN—"'\___—--""‘“-'—-

S T TR AT e T e T L

[P0 Y Y [ N T T O | I

]
a0 | o1ws | ese | o resa  liese*
CUARTERLY TOTALS, SEASSALLY ADUUETER, AT ANMUAL RATEX

W PREL MMARY EETRIATE

CFFCT OF BT TTOFRMCE, s 8 B L

et et [t A, Pe SRR B IR it e 0Tt e LI g e el g o= A geme | 8T, fnop [

The spending-incoms ratio of the past 3 years compnred
with ax average of about 96 parcent in the hig};hemplnymant
peacetime years of the past 3 decades, 8 gpending-
ingome ratio was high in the 194750 period from
94 perceni to 98 percent. This was amoociated with the
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special entehing-up influences following World War 1T 4
consumers bovght goods unavailabls or in b supply
during the wor. As theas influences diminished in force in

the subsequent period, the spending-income ratis declined.

Consumers’ teking of total output

Ancther way of appraising the position of consumption is
to consider it in raﬂlt.iﬂu to mmﬂ?mput. Although total
personnl consumption expanditures ware ot o peak 10 1653,
their proportion to gross nations] produst was guite low—
63 percent. This compares with 69 percent in 1948, 71
percent in 1940, snd 76 percent in 1029. In Inet, in the
past three decades coly in the wor yenrs 1942-45 has the
eoneumer portion of tetal sales been lower than in the
Eorean period. :

This ratio in the past 3 Fears is a reflection of 4 shift iz tho
use of rescurces with more going to the rﬁﬂ‘?arnmenh military
programn snd less to private buying. The Foderol govern-
ment, a8 it stepped ug.atha defensa program, inereased its

m & p

share of .total outpat ercent in 1950 to 16 t
in 19563. This was sccompanied by & reduction in the pro-
portinn of personal conswmption itures to gross

national product from 68 percent in 1950 to 63 percent in
1963, though sonsumption in over this d. The
proportion of investment to total produot declined modar-
a from 1950 ta 1953,

The sitn in Federsl government purchases was
accompanied by an ihoresse in personnl tax rates which
regulted in & much smoller incrense in disposable personal
income from 1B6Q to 1953 than in personal incoma, Thus,
wa the folluwin§ table shows, the decline from 1950 to 1953
in the ratic of consumption to persongl income—uamoly
& porcentage points—was the sume az the drop in the pro-
porition of consumption to gross naticnsl produat.

This com with s veduction of lees than 2 percentoge
points in the ratio of consumption to dispoanble income,
which decline accounted for an ingrense in saving redio.

When these ratios for 1963 are compared with 1029, the
shift is even mors pronounced—ihe retios of consumption
to gross notionnl product and. personal income declined by
almoat the same amount—aboui 12 percantnage pointa each—
whepaas tha ratio of consumption to disposebls income
dropped by lezs than 3 percentoge points.

This shift simply reflects the greaier imporbance of govern-
ment requirements now than o quarter of & cantury ago, a
diffarence neeounted for by defanaa neada sinea the growth of
other g:-vamment- servicea hns been in line over this periad
with the earlier trend. A reduction in government needs,

‘secompanted by a eut iti parsonn] toxes, would make possibile

u shift in resources to persensl consumption and a rise in the
propertion of the consumer's shave of the nationnl produat.

The shift in resource use may ba viewed in terms of the
long-run trend of the thres major components of nationsl
product—eonsumer purchuses, investznant, snd government
purchesos. In tha paat 50 years, ronl personel congumption

F ~ expenditures bave showm a persiatent long-term growih

averaging 2.7 percent per year, exclusive of the depression
vears of the th?rtiu and war periods,

Fluctuntions around this growth trand have been much lass
pranounced thon the awings around the lomg-term trend of
investment ang povernment purchasea—in other words con-
sumption has besn more stable than the other two. Real
investment has shown wide fivetuationa sbout o secular
growth trend which hos av & libtle more than 3 pernant
per vear, Govermment purchases of & and sarvicea, in
real terms, including the Federal and State and local govern-
mente, have for obyious reasots shown the moat pronounced
swings in war and defensa periods. Asida from such periods,
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however, these purcheaes have tended upword at an aversge
rato of about 4 percent per year. The trends of these thren
major sectors bavs comEine.d in & long-term growth of the
nation’s putput at a rate averaging 3 percent per year.
Between 1050 and 1953 reol Hﬁml comsumpiion expan-
ditures increased § percent. iz was & aomewhat slower
rete than that indiceted by tha secular growih, but even
with the rapid expansion of military needa duving this period
we werd able to expand real per capitn purchases of goods
gnd services by a modernte amount. investiment, which
; high rate in 1950 rose further in 1951
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to est government and other needs, and subsequently de-
ciined in relation to total cutput. Government purchases in
renl terms, oo the other . increased by four-fiftha,

The buying dollar

Some

nounced changes in the paitern of consumer

buying of Jdiferant goods and services have been evident in-

the caveral years. Ans the chart indicates, consumers in
1953 used 35 cents out of each dollay spant for food, alcoholic

} bever%na, nnd bobeceo—o proportion which was consider-

ably nbova prewar years; they apent 9 cents on clothing and
ahoea-beluﬂmthnh in the earlier postwar yeara a,ndqiﬁ the

Table 3. —Ferspnal Consnption Ewm as & Perosntoge of

Diapos Personal Incomn
[Feroend] -

e8| 191 | idE | FeEz | 1083

Tottimol EINpOanbIe I, vues e e ems eenesmmnmemsmnes | DD | 210G A | 2060 | 2000 | 100,00
Total Derspn GNP S0Pt vnpf oaw| taa| 0EE| Wy
DATRHIS. . e crermmmmn e sn s mnn s rrrrrreremnn| LLA | ILT| 121] LL4| 123
Moaduraiiag. 2 | BT | 4B me| s | s
BEVIRE, . . oo cr e e e e em e rormrmrenere| Wl | BLE ] EAT| BR| AL
Total fotd, tobares, dpthing wod ahwelter ... .. My 401 83| &x1| BEi
Fuod ﬁnm%uhlﬁfummmd b | a6 | 8| 35| :m1| e
Thathing wod ma| g4 g aal a4
Housing.... ITER Y BT 3| i
Awletwnd patis A R kAR AR AR demee 29| 6] diw] &4] 6o
Furtiro wogd Dot S MRS coe e ss seen snms sens o el B2| Li| Ei| mo
DUher ponds wEd BN FICC an s vn vonmmsasssiiminnnn. s | 303 | 3.8 3L.0]| 27| A5

Bourer: 1, 8, Dopartmonk of Tommsren, 0Mco of Busines Eeanrads.

prewar period; they spent 11.5 cents on housiog, o larger
Proportion than in 1548, but smaller thon in the prewnr
peviod, It is interesting bo nole that the proportion spent
on the ¢ombined uuﬁeﬁrﬂi&s of food, beverages and tohacco,
elothing, and shelter been fairly stobls ip the past 25
yeors, exclusive of the war period—aversging around 55
cents put of anch dollar apent.
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Some shift hos also been evident from prewar in the
proportion going for autos and poaris—6 contz out of sach
sxpenditure dollar in 1953, compored with 4 cohts in 1929
pnd 1941. The proportion spent lor the remaining goods
and servicas ne a group hos been fairly constant since 1941,
although smoller than in 1929, The detailed eomposition
of this heterogensous prouping bas, of course, chenged

Soma of the changes noted have resulied from the fact
that consumers tend to spend proportionately mora on certnin
goods services hs moome mses, ‘This is the cass, for
example, for autos and parta and te @ lesser extent for spme
major {ypes of consumer durables. ) -

imilar shifts ers avident in econsidering the ratica ef
consumption by major catcgocics to dispossble perscnal
innqrrés. The following table shows these ratios for spenified
periods. -

Consumption-income relations

Expenditare-income relationsbips are useful in furnishing
guides to the eurrent patterns. Sl;gniﬁcm:lt shifts have at
times oceurred because of sperinl factors, and as o conse-
quenge, simple reladionehips, such ns ratics or linesr ro-
gressions, will not account for all of the changes.  Judgmoent
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Shifts in Consumer Buying

Maijor groups of purchases as a percent of
tofal consumer expendiiures
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must be used in selecting those years which sre not domi-
natad by spacizl nnd temporery influsnees, Alao, the vesults
Lave to be weighed with cora,

The short on page 9 shows the patiorn of consumpdion
in relation to dispospbic personal income for the periad
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Financing Corporate Business

TDTAL corparate usea of funds last year smounted to ap-
proximetely 530 billion, about the same a5 in 1953. For the
year 1963 as a whole, both fixed capitnl investment ond in-
er than in 1052, the later
demand being tonfined to the first thres quarters of the year.
Inventories were lowered in the laGter port of 1053 and this
liquidntion was eartied over to the sarly months of this year.

Carporations inerensed their liquid nseet holdings by 52

* billion in 1953, & Yarger addition than ocecurred in 1962,

Most of lost year's gain was in U. 8. Government securities,
although some further additions were mada to bank deposits.

Oftsetting the higher requirements in 1953 than in 1052 fox
fixzed assats, inventories, and cash wos tha choange in customer
financing neacds. Tn 1952, corporete receivables incregsed 6

¢ billion—continuing the rapid rise which hod begun in 1950

- ments (table 1),

Rezceivables were unchanged in 1953, the higher consumer
debt to corporations being offest by reductions in other
pccoanis.

Higher outlays for fixed assets

Corporate expenditures on plant and aquipment in 1653
amounied to $24 billion, or about four-fifths of total require-
Thig was $1i billion, or ¥ parcent, more
tllétgg wne spent by corporations for focilities expansion in

Flant and e%:lipmant outlays are schedvled at high rates
through 1964, the annual plant and equipment survey show-
ing & total about 4 percent below a year ago and higher than
i 1852 Outlays are being reduoeed in zome co
sectors, notably in menufacturing sod milreading.

orate
n the

. other hnnd, public utility and communicativn corporntions

plan to meintain their high outays for production facilities.

Postwar assei expansion program

. Table 2 showa the value of major ssset and liability
ltems in the balance sheet of corporations as of the end of
1845, and the enmulative sources and usen of corporate fonds
snce thot time, . These figures sre indicative of the huge
oalwar capitel expansion programs of corporate business.
n intarpreting the data, however, a fow special considors-
fens should be noted.

The 1945 bool value of fixed capital was lower than the
Yeplacement aoat of the {agilities chen in use, 1 ¥ becogse
of the lower prices bypically prevailing when the facilities
were pequired.  The additions ¢o plant and equipment
m the nﬁnstwnr period were, morenover, made at prices eub-
stantinlly nbove those prevailing in 1945.

Rough sltowanes for thoso factors sugpests that the “real”
fixed gsmet purchnses by corporations in the postwar period

lfﬁ_'gnwmt Progroros ond Bales Expeatatbene in K64, Bunvey oF Corsexy Boaxesy,
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reprezented elmost 60 pervent of the physical volume of the
properties in existence ot the erd of the war. Congidering
the expansion on a net basis—that is afier allowance for
replocemnsnt of focilitics which reached the end of their uss-

Corporate Liquidity
Liguid csets in 1953 wem higher than
prawar as a proportion of current liabilities,
and about the same ralctive to sales
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ful life during the postwrar arind——mrfmmt.a fixed facilities
were inoreased in the neighborhood of two-fifthe over the
postwar period. .

The “real’” increass in inventories—the only current assel
ifem for which such eomputations ean be made with a fair
it  of accuracy —was m the neighborhood of 60 parcent.

ile both fixed et working capital of sorporations under-

went rapid postwar exponsion, eomponents of the current
nsset group rose at strikingly differené rates. The bool
values of mventoriss and regeivables were onch incressed
mory than one and two-thirds.  Liquid aesetg—ecash and

. ? Gtﬁvemment- security holdings-—rose by less lian
one-fourth,
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i4 SURVLEY OF CURRENT BUSINESS

Thess differontial relative chonges are, of course, axplain-
able in the light of wartime conditions. Inventory and
customer credit expansion waa greatly resivicted during the
war years as o result of divest movernmental restrictions,
lowered credit needs of both business #nd consumers in the
environrent of a sharply reduced supply of durabls goods,

Corporate Securities —
Issues and Retirements
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and by Government financing of war buginess, These con-
ditions guve 1ise (0 AL unUs glm*ge accumnlation of liquid
rosources by corporstions, whd during the pestwnr pericd
these agsela were an impordant supplement to internall
generated funds in enabling corporetions o replenis
inventories, expand customer credit and finonce enpital
gxpangion progroms without impairment of their fiscal
poaition.

Current liquidity position favorable

Althovgh "eash' oesete have undergene a mueh smuoilar
postwar net axpansion other neseis, the owrent pozition
of corperations appeara to be relatively favorable by nny past
standerds. Dnaf nnd . 5. Government security holdings of
gorporations ms a whole at the end of 1953 wers equal to
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approximately 52 percent of current linbilities. While this
proportion has tletﬁined each year sinca 1946, with tha ex-
cepiion of 1949, the 1953 ratic was still well above the
¥erigo ratio of npproxitnately 45 porcent in the 193641
peri

Tha volume of liquid asset requiramente ie olso relatad to
the level of notivity, since as payrolls and materials pur-
chases change, the volume of cash needed to mest current out-
lays chonges in the snme diruutiun—nlbhw%!l ned necesserily
to the same relntive dEgll‘JBB. The lower ling in the chart
ghowing the relation of liquid asseia to corporoie sales is
indicative of the relative sufficiency of “cnsh” assets for
such transnctions purposes. This retio, Eoo, ia down from tha
Tf;ﬁrgime peak, but still az bigh ns prewar at the end of

While the overal] liquidity picture ie ralatively favorabie,
there muy be, nnd probably nre, substantial varintions among
different parts of the business community. A recent Sunvey
anniyeis of chanpes in long-term liguidity between the lnie
twantiss and fifties pointed out thot relatively stable
overell trends in heguidity wors in part the result of declines
in liquidity by corporsdions which were highly liquid in the
eatlier period nnd offsefting incresses in Liquidity of other
%roupa which wers relativaly less liquid in the earlier poriod.?

b wis felt ut thot tims that, by and large, data for most of
the corporations studied indicated generally adequate liquid-
ity. Corporations are pow cleser to the point of balence
between liquid asset ownership nnd requirementa than they
hove been in the last 15 yeurs, but Yiquidity conditions pre-
viiling at the and of 1953 were not geparally n determining
independent influence on corporate activily,

Finanecing of Requirements

Funds for corporete capital programe in recent years havs
been derived from both operations and oitside capital
sources (table 1). Retained earnings lust year amounted o
$10 billion, approximately 31 billion mors then in 1953.
The meortiun of earnings paid out in dividends has re-
madned low throughout [\;ﬁa postwar period in eomporison
with prewnr proctice. The nverngas for the 1946-53 period
was 42 percent. This compares with propordions of 60 per-
cont in the 193811 period and almapst 70 parcant in 1929,

Deprecintion charges in 1952 for replacement of fixed
capitel .consumed in current production smounted to $12
baﬁqmn With continuing expansion of new plant, this was
slmost $2 billion mere ing yoer. Thesa
two sowrcoz—retained earmings and depraciation—wers
equivalent to two-thirds of the totol funda ufilized in tha .
last 2 years, o slightly larger proportion thon in the preceding
yenta of the postwar period.

Tha vaoent financing done through gross corporata savings
did not differ greatly from that of the immediate prewar
Fariud. The preportion of internsl funds was somewhant
azger than the 1952-53 experience in 1939, nbout the same
in 1640 ond emeller in 1941. In 1841, the cconowmy wos
ropidly adjusting &o defense requirements, working capital
needs were rising and there was, in consequence, an euJIr]pnndBd
need for sbort-term funds, During the defense buildup in
1950 and 1951, the ratio of in funda to the fotal was
aisp relatively fow. )

Although plant and equipment cutlays declined duﬁni'
the mild recession of 1949, the major adjustments in capits
deinand and supply in that period were related to, short-
termn wotkmng capital. There wos procticslly na mmerense in
total current assets over the course of thot venr as corpore-
tions incrensed their liquid asset holdings in the process of

a2, "F Erprbinieo of Langs and Medjom Bize Msnubabering Fiome, 1G-108,"
Evpvey, Nowgmbet 1982,

in the p
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reducing inventories. Current liabilities wera cut bock
in 104% pa bank loans wers repnid and Federsl tox
lighilities declined. These curvent linbility clmugea Arars
effsct by continuing expansion of external long-term financing
go that the net demand for eapital funds in thaé yenr was
shout equal to the total available from internal gouees.
Corporote sales and retained profity in 1953 tended upward
through midaummer in responss to rising netivity. Thaere-
efter, o8 Brles eamed, undistributed profite declined more
sharply then emrnings as dividends were mointoined. By
year-end the reduetion in profits lowared substantially the
ecvuilability of funds {rom thi=z sovrce. The elimination of
the oxcesa profils tax on January 1 bolstered after-tex
profits but retention of earnings 8o far this year has provided
a smaller flow of funds for financing than & year ago.

Table 1 ~Sourcen and Uses of Corporate Funds, 1944-531
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On the other hand, depreciation charges on a eontinually

expanding ssget base aze larger. This is due in t also
io the influepce of accelerated tax-nmortizotion of defense
facilities. .

Tinder presemt 1

. idlation, new fixed capital progrems con-
sidored nevessary Jor nationnl defense are ehl:;%la te be
written off at an accelernted rate. Currently $30 billion of
tertificates of necessity have been issued; and of this totsl
approximately $18 billion may, ne projects are completed,

written in 8 5-year pariod rathsr thon over & longer
Peviod as required bnder normal tox provisions, It is
tstimated thed in 1953, roughly $1 billion of repid amorii-
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zniion allowences were charged on facilities compared with
one-hulf billion dollars in 1952. Undeor present completion
gchedulas, amortization allowances wil] excoed 32 billion in
1854 mcf, undar a $30 hillion certificate program, may
grow to a rata of $3X Lillion in Inte 1555,

New issues marker

Sole of new securities in the long-tarm capitel morkets
continned to be an important sourcs of financing in 1933,
with the net inflow of funds emounting ko $7.6 billion (sce
chart on p. 14) This was about $200 millien less than was
raised through security sales in 1952—the record year for
such financing—but it was larger by far than any other

ear. Some reduction in net hew 1ssves oceurred in the.

t guarter of 1454,

Bond issnes continne to be the predominent method of
external financing, with the net infow of fumds in 1953
constituting o new record of 36.2 billion. Actun! sales of
bonds and sther [ong-term dabt instrumonts were somewhatk
lower then in 1952 bud retivements of outatanding imsues
wers down by o greater amouns.

Stock issues wera less in amount than i 1951 or 19452, bus
hew eqmti)_f funds still remained substantinlly higher thao
in any sarlier postwar year ond ok least equal to any prewar
period. Yo the “bull™ market of the twenties, total stock
sales were much hisher on a gross bnsis, but a substantial

Tablo 2—Tmstwar Corporale Investmcnt and s Finanelng !
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porilon of such sales involved chnnges in axigling forms ol

_ equity securities rather than raising of net new funds.

Bank loan expansion halted

From 1049 through mid-1953, bank credit was on impor-
tant soures of corporets financing. Pank borrowing oecurred
in the 18 monthe following the outbrenk of Korenn hostiditics
when corporntions added to their bank debt ot an_annual
rate of $4 billion. This sxprnsion wns modernied in 1952
and in eady 1853 amnd, on a seanonally adjusied bnsis, rose
at a rate of about 52 billion o year during the period. The
rise was Annlly haited in the snmmer of 1953. Thera wne
an &bsence of the normal seasonnl Pi{:ﬁll.lp in bank borrowing
last fall end winter and at the end of the yenr corpornte loan
baloness st commercinl banka wers lower thon b yetr
earlier, The seasonolly adjusted dectine in bank ioans
that aet i late m 1953 continuved i tho first quarter of 1964,
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Federal tax accruals and payments

Financing of short-ter corpornie capital vequirements in
the postwar pericd bns been significantly affocted by the
changes in Federal profits taxes aceruad nnd paid by sorpora-
tiona. With tax rates unchanged from 1852 to 1853 and

profits higher, in the ladter year tax accrusla exceedad tay-

mants by 52 ’billion, thus providing & femporary source of
finoncing to corporate business. In 1952, in confrost, tax
poyments excecded aceruals by ahout £2 l;:]!mn, atd hence
tha excesa had to be poid from other sources of funds,
While such vaviations can thus be sharp from one Emm' to
the next, over tho longet term thia Bability aceovont does not
Bulk so fargu in the totnl picturs. Over the whale postwar
iod, the nei incresse in corpornte tax liabilities to the
ederal government amounted to about $11 billion, or about
4 percent of the totnl fingncing requiraments.

Tahble 2—Net New Securlty Iamies, by Indostry
[M 5oy of dotlars]

JmA | isMe | 1860 [['a]] 1R | I
b LT LT LN T | AT | AT T o0
Bomds 0nd A0S s n - M | R0 M7 | LMD | Lja
2T 1,098 [ 1,130 0 3T ER
Ty [T T ) 1] 9 3] AT Las
Bipinly abd meted - 4T o] 10 2T | LEN
BLUME .1« reme pmmrm e rrme memrm | L -]
B FGy gud Saed WREH=100] . issssssannn LT | 2,838 | I, 7oA |20y RO 2T
et i e 1565 | IL003 | 1w | T | 1,488 | 1661
Stocks. . J M3l M| ] M) B3 L
Rafuomd=tMaLl e e s s s s s m s L Ik | =70 =1%] =3
Bonds ond Mot e e ccianne i i e | - 2 ]
[T -12 [ ] Iy —1s -t
Qkber (ronsportatbon—ioial. ... .. .. - ™ ue 144 BL| 3 [
Tgpdy ol BEEES o e rrrr e Ml ook e T oS82 ]
Bty ey rmmrrie—aroa i -t By —14 2 -8
Cammumicaifon=—Lobal. ... ... oa oo L1 e M [ 1,0H
Pomds sl Detes. . e minen o n s camsamsans l‘m m -—l; 1z M7 AR
Bk cecsimimsmn mama e e e 3 o380 | a4 oOMR| ALY =
Floancial ol rod eelmbo—totol. . e s careaea | B2 B [ e D 1,628
LD DGR R [ L pIR—— - || ] wh Tk 4 e L,
[ —_— il 131 Bl L) ]
ﬂmﬂ;lzrl amid el g—isrial k) 13 e Fd 54 =2
] and Beled. . .oioeipieeeee—,_.|] M 185 = F 150 208
BB . ik m e n e pmmtm e o 0] -2 ] 4 ¥ H

Baurce: Boecurilles sud Exchonss Demmbasion,

Fodernl toxes being wurrently sccrued ore down signifi-
cantly from the 1953 average, reflesting in part lower cor-
porate profits and n part the elimination of the excess
profila tax ab the end of 1053, With corporations recuired
to pay approximately 90 percent of the higher tax Jiabilities
accrued in 1953 in the first ball of the current tox vear,
payments are at present greatly
current]
finanei

in excesm of taxes being

problemes {or some frma,

Industry differences

There were noteworthy differences smong the major in-
dustries in the amount snd composition of demand for
capital funds. As in other yenrs, monufactu curporn-
tiong predominntad, with total reqguiremounts of approxi-
malely 15 Lillion or about hnif of €he total for oll corporn-
tions. Thesa concerna nlse contributed o major share of
the incrensed fixed asset and inventory demsand from 1952
to 1953, Maonufacturers accounied for abouvt onc-third of
Ehe 5134 Billion increske in capital cutlays, ond for almost
three-fourths of the inereased hoiding of corpornta inventories
from 1952 to 19563,

acerued, o foctor which may invelve temporary

April 1054

Public utilities inereased their fixed onpita) outlays by
$600 miliion or 15 percent from 1952 to 1953—the larpest
relative and absolute amount of n[:iy mujor sector of cor-
porate business. 1053 capital expeaditures by the railronds,
on the other hond, were little changed from 1952, The
II-HE;IEI; sxpoct o sisnbly reduce their capital expenditures in
As han heen penerally the cise in recent yews, railrowds
velied most heavily on funds irom operations. These ac-
counted for 80 percent of their funds used, compared with s,
proportisn of two-thirds for manoiapturing ond for all
corporotiona. ‘The utilities apd communicahon groups, on
the other hand, drew a5 usual upon external funde, na rrose
gavings in the form of retained profita and depreciation
accounted for less then one-third of their requirements.

As indicated, bank borrowing was of lessaned importanes
in financing new copital requirements in 1953. Bank gredit
to manufacturers was sctuolly lower at the end of 1953
then r yenr sarlier. Utilities continued to add to iheir
outstanding bank dabt but at a reduced roie from 1952, sod
changes among other groups ware reladively small. Bank
lonne wars aced ab nn inersnsing rate in the opening
manths of 1954 with lonn liguidaiion programns fairly wide-
sprend {hroughsut industry.

Large utility flotations

Table 3 Fments_t information on the induetrial composition
and type of finoncing in long-tern capiial markets sinee 1948,
The electric vnd gos utilities were the largesi users of such;
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funds in 1953, and the $2.7 billion of money raized by them
through net sales of etocks and bonds accountad for over
vne-third of total net new issues. ‘This was one-sixth more
then pet flotations in 1052, In contrasi, manufacturezs
cut their net proceeds from security iseves slmost in half
from the record rate of the preceding yeas.

The largest relative expangion in funds waa the $1.8 billion
riised in the new issves snnrkets in 1953 by the fnancial aad
real cstate grou This wos double the volume of such
financing in 1952 and the incresas wos epdirely confined to

{ Condinued on pages 32)
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Other American Rapublics received $4 million on balnnes
in loans nnd other long-term credits during 1953. :

Teelntcal assistanss to these countries was about the same
in the past 2 yenrs. Baolivin ressived three-gquartere of o
million dollers worth of wheat under the Em. cy Famine
Ralief Act. The origimel program for 55 million in such
shipments to Bolivia was raised to $8 milfion on March 15,
1554,

Mulitlateral programs continue

The annwal contributions fe the ame for teolimbes!
asgistence sdministered by the Uni Notions and the
Orgenizatioa of Americen Sbates wore not chonged in 1953,

April 14

totaling 513 million. Payments of 57 million to tha Intar-
vernmegtal Comraittes for Eurgliluan Migration provided
ot intorpationsl organizetion with Tunds te continue the
progeam of nesisting Burope by resettling Eurcpesn sur-
lus population in other arcas where s skills would be
eneficial. _

In Novembar the Government disbursed another contribu-
tion of $10 million to the International Children’s Emergency
Tund, bringing totel contributions to this progrwm since
1247 to 247 million.

The Tnited Nutions made the schaduelod $1%-million repay-
ment on the $65-million loan for construction of the heod-
quarters building in Now York.

Finaneing Corporate Business

{ Continued from page I6)

dobt issues, Tor the most part it reflectad tha heavy volume
of buziness done by nonbonk concerne engaged in extendiog
eradit on durable consumer goods.

Procesds from the sale of stock in 19535 flowed almost en-~
tirely to three groupe—utilities, communications, and
fingnes. In the last cese, stock sales repressntad fm‘gely
flotations by investment companies; in the case of commimi-
eptiong, » substentinl volume of new stock sales reprosented
the convareion of debt issues. )

Tha volatility of the manufactuwring industry’s flototions
in the copital markets is sirikingly shown in the tzbls. The
reduesd ecapital demand in 1949 and the intensified demand
in 1951 and 1952 were quickly reflected in the new isaves
market. In the 184950 period, manufacturars were prac-
tically out of the new issues marimt, and only after o leg of
some months did aciivity pick up in response to the new
and higher defense requirements following tha outbrask of
Korean hoatilities, -

Cost of financing

Although the cost of borrowing in 1952 was on ths avernga
higher than In any year slnee prowar, rates wers lowersd In
the lntter pat of the yenr, and these trends hove beon con-
tinued into cwrrent months (table 4). Largely zs o resuli
of the favorable terms of postwar financing, mterest pay-
ments continue to be relatively low in historical perapeotive.
These costs represontod slight]ly mere than 8 percent of eam-
ings available for interest (1. e., profits bafore taxes and inter-
eel) in 1958, vp fraciionally from 1952, but far below the
pmwﬂgr ratio of 20 percent in 1940 or the 30 percent ratio
m 829,

Clommon stock sarninpgs-price ratics aw aligh tly
irigher in 1953 relative to 1952 but, na in the case of barrow-
ing coais, wore tending dowanward in the latler part of the
year as stoclk prices firmed whila earnings tended downward.

Common stock dividend yieldsremained ratherst through
ozt of 1863, except {or the railrend groupa where dividends
ware somewhiet higher while shore pnices did not lkeep pace
with meneral market nverages. Dividand vwields were
generally Yower in the fivat quarter of this year.

Despite the somewhat ref:,luead eost of equity finaneing in
the current period, the genersl cosl structure, as well as the
relotively low volume and cost of corporate dobé, continues
to favor finanecing through vese of borrowed funds, in view of
the inierest rates prevailing. It moy be noted from table 4,
for axampls, that bond yields are curren than two-
thirds of dividend yields. In the prosperons mid-tiwenties,
interest rotes snd dividend yields were of she same order
of magnitede.

Summary

The unprecedented capital axponsion program undertaken
by corporntiona in the postwar peried wos carried through
with relative smoothoess. Use of horrowed funds waa some-
whot mora pronounced than in earlisr expanziona, but this
npgem to have reflected in part 1he eaxlier improvement in
da B&r position and the exceptional postwnr working capital
needs. .

Total long-term funds used in the 194653 peried smounted
to almost $200 billion. O chis sum, balf entne from retained
earnings and stock isaues, slightly less thoan ons-third was in
the form of depreciotion allowenees, nod one-sixth teclk tho
forma of long-term debt. The proportion of proez equity to
total long-term finencing in the dﬁ;twur period was roughly
the eomo o2 indicated by the b ce sheet of all eorpovate
busginess nt the ond of the war—a period when the finaneinl
gnait.inn was vather favorable, At that time the combined

alance sheet of corporations peflactad the affesta of wartine
conditiony which tended not oniy to incrense the. relative
importance of equity fnancing bui alse io lower the influence
of long-tarm debt in the ov finanaial structure.



